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Executive Summary

Dallas is the sole provider of water, wastewater and stormwater management services to customers
within the urban services boundary of the City. Revenues required to fund the delivery of these services
are obtained from monthly user fees which are set by the City Council via its City charter authority. This
study addresses the revenue required from rates needed to support future operations and maintenance
costs for the utilities along with a funding plan for capital needs identified in the City’s water and
wastewater master plans. In addition to analyzing utility rates, this study updated the methodologies
used by the City for the calculation of System Development Charges (SDC) for the three utility services.

With the active involvement of City staff, and input from the Utility Rate Advisory Committee (URAC),
twenty year planning models were developed for this project; however, the focus for the rate study is
the five year near-term forecast of fiscal 2014 through fiscal 2018. These financial models have been
reviewed with the City as they were developed and will be provided to Dallas as a project deliverable
enabling the City to make future updates.

The purpose of this study is to develop a cost of service-based methodology that will accurately
determine the cost the city incurs to deliver water, wastewater, and stormwater management services.
The models developed for this project have been populated with budget data for fiscal 2013, along with
actuals for fiscal 2010, 2011, and 2012. During the first three months of 2013, the project team
presented multiple utility rate and SDC scenarios to the URAC for their consideration. These model runs
simulated the current service levels (CSL) of the utilities, and sensitivity cases for a number of funding
issues facing the City’s utilities. The results of each model run were expressed in terms of the rate
impacts on the average single family residential customer’s monthly bill for utility services, and in the
case of SDCs, the impact on a newly constructed single family residence. Over the near-tem five year
forecast horizon, water system revenue requirements are projected to rise by an average of 3.31% per
year. Wastewater system revenue requirements (including costs assigned to stormwater management)
are projected to increase by an average of 2.89% per year over this same timeframe. Finally, based on
updates to the SDC methodologies for water, wastewater, and stormwater, the analysis indicates the
City is justified in raising the total SDC charge for all three services from the current rate of $8,398 to
$10,489 (for a single family residential home).

The URAC prioritized its funding needs and, by consensus, arrived at the preferred alternative water and
wastewater rate and SDC schedules shown below in tables 1, 2, and 3:
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Table 1 - Five Year Forecast of Water Rates

City of Dallas, Oregn
Water System Rate Study Update 2012
Proposed Schedule of Water Rates
Budget Forecast
Line Iltem Description 2013 2014 2015 2016 2017 2018
Inside City:
Base charge (monthly) $ 157536 |$ 16.1377 |$ 16.5438($ 16,9241 ($ 17.2987 | $  17.6202
Use (commodity) charge
Residential
Base 1.0022 1.0352 1.0697 1.1057 1.1432 1.1825
Extra capacity - maximum day 0.5624 0.5803 0.5989 0.6183 0.6385 0.6596
Extra capacity - maximum hour 0.1080 0.1107 0.1135 0.1163 0.1192 0.1222
Total 1.6726 1.7262 1.7820 1.8403 1.9009 1.9643
Commercial/Industrial:
Base 1.0022 1.0352 1.0697 1.1057 1.1432 1.1825
Extra capacity - maximum day 0.2218 0.2288 0.2362 0.2438 0.2518 0.2601
Extra capacity - maximum hour 0.0728 0.0746 0.0765 0.0784 0.0803 0.0823
Total 1.2967 1.3387 1.3823 1.4279 1.4754 1.5249
Wholesale:
Base N/A N/A N/A N/A N/A N/A
Extra capacity - maximum day N/A N/A N/A N/A N/A N/A
Extra capacity - maximum hour N/A N/A N/A N/A N/A N/A
Total - - - - - -
Outside City:
Base charge (monthly) $ 3151 ($ 3228 ($ 33.09($ 3385 (% 34.60 [ $ 35.24
Use (commaodity) charge
Residential:
Base 1.5032 1.5528 1.6045 1.6585 1.7149 1.7738
Extra capacity - maximum day 0.8436 0.8704 0.8983 0.9274 0.9578 0.9894
Extra capacity - maximum hour 0.1621 0.1661 0.1702 0.1745 0.1788 0.1832
Total 2.5088 2.5893 2.6731 2.7604 2.8514 2.9464
Commercial/Industrial:
Base 1.5032 1.5528 1.6045 1.6585 1.7149 1.7738
Extra capacity - maximum day 0.3327 0.3433 0.3543 0.3658 0.3777 0.3902
Extra capacity - maximum hour 0.1092 0.1119 0.1147 0.1176 0.1205 0.1235
Total 1.9451 2.0080 2.0735 2.1418 2.2131 2.2874
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Table 2 - Five Year Forecast of Wastewater Rates

City of Dallas, Oregon
Wastewater Rate Study Update - 2013
Schedule of Current and Recommended Wastewater Rates
Budget Forecast
Line Item Description 2013 2014 2015 2016 2017 2018
Consumption Based Rates:
Customer Account Service (BASE) Charges:
Inside City monthly 34.61247 [ $ 35.39017 37.84435 [ $ 39.29063 39.85826 [ $ 40.39729
Commodity (USE) Charges:
Single Family Residential
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $  0.92334 0.75845 | $  0.71388 0.77691 | $  0.84141
Multi-Family
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $  0.92334 0.75845 | $  0.71388 0.77691 | $  0.84141
Commercial |
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $  0.92334 0.75845 | $  0.71388 0.77691 | $  0.84141
Commercial Il
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.16947 0.17409 0.13941 0.12971 0.14234 0.15526
Strength - TSS 0.16938 0.17399 0.13934 0.12964 0.14226 0.15517
Total - $/Ccf 0.96680 | $  0.99296 0.81420 | $  0.76575 0.83383 | $  0.90350
Commercial lll
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.20336 0.20890 0.15565 0.15565 0.17080 0.18631
Strength - TSS 0.20325 0.20879 0.15557 0.15557 0.17071 0.18621
Total - $/Ccf 1.03457 [$  1.06258 0.84667 | $  0.81762 0.89075 | $  0.96558
High Strength
Sanitary flow and 1&! - $/Ccf 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
BOD - $/lb 0.23725 0.24372 0.19518 0.18160 0.19927 0.21736
TSS - $/Ib 0.23713 0.24359 0.19507 0.18150 0.19916 0.21724
Total - $/Ccf 1.10234 ($  1.13219 0.92570 | $  0.86949 0.94767 | $  1.02767
Flat Monthly Rates:
Single Family Residential flat rate:
BASE charge 3461 ($ 35.39 37.84($ 39.29 39.86 | $ 40.40
USE charge 6.29 6.46 5.31 5.00 5.44 5.89
Total - $/account/month 4091 | $ 41.85 4315 $ 44.29 4530 | $ 46.29
Note: High strength customers that contribute wastewater that exceed a strength threshold of 350 mg/l BOD or 350 mg/I
TSS will be charged based on their actual flow and load.
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Table 3 - Recommended Schedule of Water, Wastewater, and Stormwater SDCs for Single Family Residential Customers

City of Dallas
Comparison of Current and Proposed Residential SDCs by Fee Type
Per Equivalent Dwelling Unit

Reimbursement  Improvement Total
Proposed:
Water 1,154 2,973 4,127
Wastewater 1,495 3,792 5,287
Stormwater 9 1,066 1,075
Total proposed S 2,658 S 7,831 S 10,489
Current:
Water - 3,752 3,752
Wastewater - 3,834 3,834
Stormwater - 812 812
Total current S - S 8,398 S 8,398
Difference:
Water 1,154 (779) 375
Wastewater 1,495 (42) 1,453
Stormwater 9 254 263
Difference S 2,658 S (567) $ 2,091

The schedules of utility rates and SDCs shown above were developed through consultation with City
staff and the members of the URAC. A number of specific policy recommendations were developed
through this collaboration, and are briefly discussed in this executive summary. At their third meeting
on March 28, 2013, the URAC developed a list of utility rate and SDC policy recommendations for City
Council consideration. Itemized below is a listing of these policy recommendations.

e Treatment of the estimated $114,000 in uncollectable/past due utility billings — Over many years,
the City has accumulated a utilities (water and wastewater) uncollectables balance that has reached
$114,000 by March, 2013. The URAC is aware of this uncollectables balance and recommends the
following to the City Council for their consideration and action:

v" Do not raise rates now to recover the $114k in uncollectables/past due billings. The one time
rate spikes is not necessary

v"Implement business policies to reduce the risk of uncollectables in the future
v" Develop a business policy on bad debt charge-offs

e Water rate structure — The City’s current water rate structure encourages customers to use more
water by reducing the unit price as water is consumed. This rate structure is called “declining
block”. The URAC spent considerable time analyzing and discussing the merits of this rate policy,
and is recommending the City move away from this rate structure. The specific URAC
recommendations to the Council for an alternative water rate structure are:
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v" Eliminate the current split season, declining block water rate structure

<

Continue to have a monthly base fee that does not vary by meter size

v" Replace the split season, declining block commodity rates with a uniform average commodity
rate that remains constant across the entire range of water consumption regardless of season.

v Establish differentiated uniform commodity rates for residential and commercial customer
classes. These differentiated commodity rates are based on each class’s respective contribution
to peak day demand. The estimated commodity rates for FY14 are:

%+ Residential - $1.7262 per Ccf
% Commercial - $1.3387 per Ccf

v Establish a policy on the development of industrial water rates that is flexible and will allow the
City to attract and retain an industrial customer base

e Wastewater rate structure — The City’s current wastewater rate structure conforms to industry
norms, but needs some modifications for rate equity and to better facilitate the City’s management
of the types and strengths of discharges that enter the wastewater system. Accordingly, the URAC
recommended that the City consider the following wastewater rate revisions:

v" Move commercial and multifamily wastewater customers off of the “winter average” method of
estimating flows to the wastewater system; and replace it with actual monthly metered water
consumption for each respective commercial and multifamily customer.

v" Modify the current commercial customer class, to include low, medium, and high strength sub
classes.

v' Create a new industrial extra strength customer class

e Stormwater management — Currently, stormwater management operations are funded from
wastewater rates and some capital needs through stormwater SDCs. The URAC spent time
discussing the merits of developing a dedicated funding source for stormwater work through the
creation of a stormwater utility. The Committee agreed that stormwater costs will continue to
increase and will occupy a growing proportion of the wastewater rate over time. However, without
a current stormwater master plan to establish program needs, the creation of a stormwater utility at
this time would be premature. The URAC recommended the following:

v' Before any action is considered for the creation of a standalone stormwater utility, the City
should first commission a new stormwater master plan

e System Development Charges — The City’s SDC methodologies have not been reviewed/updated for
some time (8 years for water and stormwater, and 13 years for wastewater). Based on direction
from the URAC, the project team reviewed the methodologies from scratch, and presented their
findings to the Committee. After review, the URAC is recommending the following to the Council
relative to water, wastewater, and stormwater SDC methodologies:

v' Change the current SDC methodology for water, wastewater, and stormwater to include the
reimbursement element of the SDC

v' Update the current improvement fees to take the most current adopted capital improvement
plans into account for water, wastewater, and stormwater
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v" Upon Council approval, direct City staff to proceed with the statutory notice provisions
contained in ORS 223.304

v' Between SDC methodology updates, adjust water, wastewater, and stormwater SDCs for
inflation based on an annual changes in the Engineering News Record’s Construction Cost Index
for the City of Seattle.
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Analysis Section
Water Rates

Analysis of Water System Revenue Requirements

This analytical task determines the amount of revenue needed from water rates. This is driven by utility
cash flow or income requirements, constraints of bond covenants, and specific fiscal policies related to
the water utility. Based on three years of actual financial records (i.e., fiscal 2010 through 2012), and for
the current budget year 2013, a base case analysis was developed. This case is predicated on a number
of planning assumptions. These planning assumptions are discussed in detail below.

For the current budget year (fiscal 2013), it is forecasted that the water utility will generate sufficient
revenues from rates, charges and fees to meet its obligations and produce an unappropriated ending
balance in the water operating fund of $512,761. The beginning balance for the water operating fund in
this same fiscal year was $513,778. In order to establish and maintain cash balances in the water
operating fund while continuing to support the funding of future capital requirements, a general water
rate increase of 3.05% in fiscal 2014 is required. Based on discussions with the City Staff, this general
rate increase should be implemented on June 1, 2013.

For the forecast of revenue requirements, the following assumptions were made based on discussions
with City staff and the URAC:

Inflation in costs and growth in the customer base — In order to accurately reflect likely future
conditions, the revenue requirements model was programmed to allow for inflation and cost escalation
factors by budget line item. Per guidance from City staff, the following factors were applied for
estimating future cost escalation:

e All direct labor line items — 3.0% per year

e Pension plan contributions (City cost) — 5.0% per year

e Health insurance premiums (City cost) — 8.0% per year
e Professional services (OMI contract) — 3.0% per year

e All other operating expense line items — 3.0% per year

e The growth forecast expressed in the annual increase in 3/4” meters is estimated to be 0.50%
per year over the five (5) year forecast horizon.

Capital Improvement Plan Funding - In the current fiscal year, total water system capital improvement
costs are estimated to be $128,750, and consist of $51,500 for small diameter pipe replacements, and
$77,250 for the replacement of an influent pump at the water treatment plant. The current budget
assumes these capital improvement costs will be funded from cash on hand.

Between fiscal 2014 and 2017, the City’s water system capital improvement plan calls for the
investment of $4,008,769. The water system financial plan calls for all of these costs to be funded from
the proceeds of future revenue bonds (one bond in each future fiscal year). The resulting debt service
on these bonds is to be paid from water rates. The key planning assumptions for the issuance of these
future water system revenue bonds are:

e Life of each issuance — 20 years
e Interest rate —4.50%
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e Issuance costs — 1.0% of gross borrowings
e Coverage requirement — 1.25 times annual debt service
e Reserve requirement — one year’s annual debt service

Under the current water system financial plan, by the end of fiscal 2016, the City will add an additional
$321,233 of annual revenue bond debt service to the water system revenue requirements. The debt
sizing cash flows and resulting debt service calculations are shown below in Table 4.

Table 4 - Forecast of Future Water System Borrowings and Resulting Debt Service

Capital Improvements Financing 2013 2014 2015 2016 2017 2018

Capital Costs to be Funded 128,750 | 1,750,485 | 1,821,212 243,860 193,212 -
less: Contributions from SDCs
less: Contributions From Construction Fund bal
less: Contributions From Utility Rates 128,750 193,212 -
less: Developer Contributions
Amount to be Financed - 1,750,485 | 1,821,212 243,860 - -
Interim Borrowing:
BANS Issued: - - - - - -
less: Borrowing Cost - - - - - -
less: Interest Payments - - - - - -
plus: Interest Earnings - - - - - -
Net Available from BANS - - - - - -
Long-term Borrowing:
Revenue Bonds:

Amount Borrowed - 1,917,029 | 1,994,485 267,062 - -
less: Financing Cost - 19,170 19,945 2,671 - -
less: Reserve Funding - 147,374 153,328 20,531 - -
less: Refunding of BANs - - - - - -
Net Funds from Revenue Bonds - 1,750,485 | 1,821,212 243,860 - -

General Obligation Bonds:
Amount Borrowed - - - - - -
less: Financing Cost - - - - - -
less: Reserve Funding - - - - - -
less: Refunding of BANs - - - - - R

Net Funds from G.O. Bonds - - - - - R

New Annual Debt Service:
Debt Service - 147,374 300,702 321,233 321,233 321,233
Coverage - - - - - -
Reserve Funding - - - - - R

It should be noted, the water system financial plan also assumes the City will continue to budget
$50,000 per year (adjusted for inflation ) on water projects. It is assumed these project costs will be
funded with cash that is generated from water rates, and is accounted for in the revenue requirements
calculations. These costs are for service installations, small works construction, minor equipment and
tools, and the funding for an ongoing meter replacement program. For the forecast, we have used this
figure as the starting point and adjusted it for inflation (3.0% per year) over the forecast period. We
have not budgeted for any costs in the other minor capital line items.

Operating Costs in Excess of Inflation — In most rate studies, there are certain operating cost categories
that tend to grow in excess of the general price index. We have identified two such categories in this
analysis: a) the City’s pension costs, and b) health care premiums. These cost categories have been
accounted for in the revenue requirements model. We have not identified any other areas of concern
for this forecast, but the City should monitor the cost structure of the water utility on an ongoing basis.
Three key areas of future concern are:
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Professional services costs — The water distribution system maintenance contract with OMl is a “cost
plus” contract, and has cost increase limits over the term of the contract. Within the five year
forecast horizon of the current water system financial plan, this contract is due for review and
renegotiation. If the future negotiations result in cost increases in excess of 3.0% per year, the City
will have to revisit the water rate forecast and determine potential impacts on water rates

Administrative charges — We have not estimated or accounted for any unusual increases in
City/General Fund administrative charges. The City provides administrative services such as
accounting, legal, and billing to the water system. Based on proposed changes in the commodity
charge rate structure as a result of our recommendations to the City Council, the City may incur
additional costs for billing software updates. While modest, we do not know exactly how much
these costs will be, but estimates have been included within the operations and maintenance
expense forecast. The City should monitor this situation.

Staffing Costs — We have not planned or budgeted for any additional labor. If the water utility does
add staff, these costs will impact the current revenue requirements forecast.

Modeling for Contingencies, Reserves, and Ending Fund Balances - The financial engine of the water
utility is the water operating fund. Because the utility cash finances all of its operations, the ending fund
balance in the water operating fund is in effect the contingency fund for the utility. Over the past three
years, the ending fund balance in the Water Operating Fund has been declining, primarily due to several
years of higher than normal operating expenses. For planning purposes, we are expecting that the
Water Operating Fund will end all forecast years with a target ending fund balance in excess of sixty
days of operating expenses. This target balance gives the water utility enough contingency to fund
unforeseen operating cost spikes. The ten year forecast of targeted Water Operating Fund balances and
operating reserve requirements is shown below in Figure 1.

Figure 1 - Forecast of Water Operating Fund Balances and Operating Reserve Requirements

$1,000 4 Analysis of Water Operating Fund Ending Fund Balance
$800 -
$6 »682 $648
4
$643 5 $644 617
600 -
§ 3 $513 $513 <ass
3 $464 <437 $462
3 2 $413 $425
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=&=Total Ending Fund Balance == 60 days' operating expenses
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Revenue Requirements Forecast & Results

All of the above cost elements are contained in the revenue requirements model which is the platform
for the “base case” forecast. The base case assumes the utility will fund the projects in the 2013 Water
System Capital Improvement Plan (discussed above). Also, the utility would fund the operating costs as

adjusted for inflation. This base case resulted in the following forecast of water system revenue
requirements (Table 5).
Table 5 — Base Case Forecast of Water System Revenue Requirements
Dallas Water Financial Forecast Model
Projection of Water System Revenue Requirements
Budget Forecast
2013 2014 2015 2016 2017 2018
Projection of Cash Flow:
Revenues:
Total licenses and permits 5,000 5,150 5,305 5,464 5,628 5,796
Total Service Charges 2,057,500 2,057,500 2,126,483 2,198,943 2,271,963 2,346,926
Total interest earned 13,000 4,102 5,147 5,162 5,148 3,713
Total other financing sources - - - - - -
Total miscellaneous income 36,224 37,311 38,430 39,583 40,770 41,994
Subtotal gross operating revenues 2,111,724 2,104,063 2,175,365 2,249,152 2,323,509 2,398,429
Operations & Maintenance Expense:
Total personal services 407,000 426,960 448,139 470,623 494,504 519,883
Total materials and services 1,091,500 1,124,245 1,157,972 1,192,712 1,228,493 1,265,348
Total debt service 523,192 495,341 648,669 669,201 669,200 669,200
Total capital outlay 50,000 51,500 53,045 54,636 56,275 57,964
Transfers(excluding transfers to the construction and bond funds) - - - - - -
Total operations and maintenance expense 2,071,692 2,098,046 2,307,825 2,387,171 2,448,472 2,512,394
(Use)/replacement of fund balance 40,032 75,000 (60,000) (65,000) (50,000) (40,000)
Net Cash - (68,983) (72,460) (73,020) (74,963) (73,965)
Net Deficiency/(Surplus) - 68,983 72,460 73,020 74,963 73,965
Test of Coverage Requirement:
Gross Revenues:
Operating revenues 2,111,724 2,104,063 2,175,365 2,249,152 2,323,509 2,398,429
System Development Charges 60,000 60,300 60,602 60,905 61,209 61,515
Total Gross Revenues 2,171,724 2,164,363 2,235,966 2,310,056 2,384,718 2,459,944
Operating Expenses:
Total personal services 407,000 426,960 448,139 470,623 494,504 519,883
Total materials and services 1,091,500 1,124,245 1,157,972 1,192,712 1,228,493 1,265,348
Debt service on loans 523,192 347,967 347,967 347,968 347,967 347,967
Transfers(excluding transfers to the construction and bond funds) - - - - - -
Transfers to/from the rate stabilization account - - (60,000) (65,000) (50,000) (40,000)
Total Operating Expenses 2,021,692 1,899,172 1,894,078 1,946,302 2,020,964 2,093,198
Net Revenues 150,032 265,191 341,888 363,754 363,754 366,746
Debt Service:
Debt Service on Existing Refunding Bonds - - - - - -
Debt Service on New Serial Revenue Bond Debt - 147,374 300,702 321,233 321,233 321,233
Total debt service - 147,374 300,702 321,233 321,233 321,233
Coverage Recognized N/A 1.80 114 1.13 1.13 114
Coverage Required 1.25 1.25 1.25 1.25 1.25 1.25
Net Deficiency/(Surplus) N/A (80,974) 33,989 37,787 37,787 34,795
Projection of Revenue Sufficiency and Forecasted Rates:
Maximum Deficiency - 68,983 72,460 73,020 74,963 73,965
Percent Increase Required Over Current Rate Revenues 0.00% 3.35% 3.41% 3.32% 3.30% 3.15%
Five Year Average Increase in Revenue Requirements 3.31% 3.31% 3.31% 3.31% 3.31%
Revenues Recovered From Existing Rates and Charges: 2,057,500 2,057,500 2,126,483 2,198,943 2,271,963 2,346,926
add: Revenues Recovered From Rate Increase - 68,983 72,460 73,020 74,963 73,965
Total Revenues Recovered From Rates & Charges after Increase 2,057,500 2,126,483 2,198,943 2,271,963 2,346,926 2,420,892
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Table 5 shows, forecasted annual changes in water system revenue requirements are in line with
general inflation assumptions and average approximately 3.31% per year from fiscal 2014 through fiscal
2018.

Existing Water Rates and URAC Recommended Policy Changes

For at least the past ten (10) years, the City has used a “split season-declining block” structure for water
rates. The current schedule of water rates is shown graphically:

Winter Water Rates - $/Ccf Summer Water Rates - $/Ccf
Winter Water Rates ($ per hundred cubic feet) Summer Water Rates ($ per hundred cubic feet)
From Septermber 20 to May 18 From May 19 to September 19
$2.00 - $2.00
$1.78 $1.78
$1.63
$1.50 - 11 $1.50
$1.05 $1.10
$1.00 | $0.90 $0.83 $1.00
$0.50 - I $0.50
$0.00 s0.00 000 $0.00
OTogccf 4to 25 o 261, 75 - 75&,25%” 257 to Logp ovs”fOOoc , gfosc 4t 0 1 t0 25 O"E"Zs
cef c/ cf ccf ccf ccf
* First 3 ccfincluded in the monthly base fee * Summer, 2012 consumption frequency distn.:
*  Winter period is from September 20 to May Usage Blocks (ccf) % by Block
18 Block Number of Bills
0,
* Most customers consume less than 25 Ccf per Zeroto 3 913 10?
month in the winter 4to10 2,613 28%
11to 25 3,541 38%
Over 26 2,168 23%
9,241 100%

In winter (September 20" to May 18™), all customers pay usage fees on a sliding scale ranging from
$1.78 to $0.83 per hundred cubic feet (ccf) depending on their respective consumption. The City does
include 3 ccf as an allowance included in the base charge. In the winter period, there are five (5) distinct
water usage pricing blocks. An analysis of City billing records for calendar 2012 indicates that during the
winter period, roughly 90% of all customers consumed water in the 4 to 25 ccf pricing block. Even
though there are five distinct and declining pricing blocks for the winter period, almost all of the
consumption occurred in the highest priced first (4 — 25 ccf) block.

The summer season (May 19" to September 19") paints a different picture. The pricing for summer
water is different than the pricing for winter water. In summer, water is priced in only three blocks
ranging from $1.78 per ccf for the first block, to $1.05 per ccf for the second block, and $1.10 per ccf for
the third block. City billing record for the summer of 2012 show a majority of customers (i.e., 61%) had
monthly water consumption in the last two “discounted” pricing blocks.

This summer 2012 consumption history was shared with City staff and the members of the URAC and
there was considerable discussion concerning the policy of having declining block water rates. In their
February and March, 2013 meetings, the members of the URAC directed City staff to develop a table of
the pros and cons of the current declining block water rate structure. The results are shown below in
Table 6.
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Table 6 - URAC Pros and Cons of the Current Declining Block Water Rate Structure

* Customers are used to it * Does not promote conservation

* Promotes water sales in the summer | ¢ Exacerbates peak day and peak month
demand factors

* Encourages green turf and home * Compels the City to invest more in the
gardens water system to meet peak demands

* Low consumption customers subsidize
high consumption customers

* Puts environmental pressure on the
City’s water shed

After a thorough discussion of the pros and cons of the current water rate structure, the URAC agreed
that the negative policy implications of the declining block rate structure outweighed the benefits. The
URAC spent considerable time analyzing and discussing the merits of this rate policy and is
recommending the City move away from this rate structure. The specific URAC recommendations to the
Council for an alternative water rate structure are:

e Eliminate the current split season, declining block water rate structure
e Continue to have a monthly base fee that does not vary by meter size

e Replace the split season, declining block commodity rates with a uniform average commodity
rate that remains constant across the entire range of water consumption.

e Establish differentiated uniform commodity rates for residential and commercial customer
classes. These differentiated commodity rates are based on each class’s respective contribution
to peak day demand. The estimated commodity rates for FY14 are:

+* Residential - $1.7262 per ccf

«» Commercial - $1.3387 per ccf

Establish a policy on the development of industrial water rates that is flexible and will allow the
City to attract and retain an industrial customer base

The URAC alternative became the base case for the water rate analysis. The ratemaking methodology
that was used is called the “base-extra capacity method”, and is consistent with industry standards in
water rate making. Under this methodology, costs of service are separated into three primary cost
components: (1) base costs, (2) extra capacity costs, and, (3)customer costs.

Base costs are those that tend to vary with the total quantity of water used plus those operations and
maintenance (O&M) expenses and capital costs associated with service to customers under average load
conditions, without the elements of cost incurred to meet water use variations and resulting peaks in
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demand. Base costs include O&M expenses of supply, treatment, pumping, and distribution facilities.
Base costs also include capital costs related to water plant investment associated with serving
customers to the extent required for a constant, or average, annual rate of demand/usage.

Extra capacity costs are those associated with meeting rate of use requirements in excess of average
and include O&M expenses and capital costs for system capacity beyond that required for average rate
of use. These costs have been subdivided into costs necessary to meet maximum-day extra demand,
and maximum-hour demand in excess of maximum day demand.

Customer costs comprise those costs associated with serving customers, irrespective of the amount or
rate of water use. They include meter reading, billing, and customer accounting and collection expense,
as well as maintenance and capital costs related to meters and services.

The resulting cost of service-based forecast of URAC recommended water rates is shown below in Table
7. The complete contents of the water rate model is contained in Appendix A to this report.

Table 7 - Five Year Forecast of URAC Recommended Water Rates

City of Dallas, Oregn
Water System Rate Study Update 2012
Proposed Schedule of Water Rates
Budget Forecast
Line Iltem Description 2013 2014 2015 2016 2017 2018
Inside City:
Base charge (monthly) $ 157536 |$ 16.1377 |$ 16.5438($ 16.9241 ($ 17.2987 | $  17.6202
Use (commodity) charge
Residential
Base 1.0022 1.0352 1.0697 1.1057 1.1432 1.1825
Extra capacity - maximum day 0.5624 0.5803 0.5989 0.6183 0.6385 0.6596
Extra capacity - maximum hour 0.1080 0.1107 0.1135 0.1163 0.1192 0.1222
Total 1.6726 1.7262 1.7820 1.8403 1.9009 1.9643
Commercial/Industrial:
Base 1.0022 1.0352 1.0697 1.1057 1.1432 1.1825
Extra capacity - maximum day 0.2218 0.2288 0.2362 0.2438 0.2518 0.2601
Extra capacity - maximum hour 0.0728 0.0746 0.0765 0.0784 0.0803 0.0823
Total 1.2967 1.3387 1.3823 1.4279 1.4754 1.5249
Wholesale:
Base N/A N/A N/A N/A N/A N/A
Extra capacity - maximum day N/A N/A N/A N/A N/A N/A
Extra capacity - maximum hour N/A N/A N/A N/A N/A N/A
Total - - - - - -
Outside City:
Base charge (monthly) $ 3151 ($ 3228 ($ 33.09 ($ 3385 (% 34.60 [ $ 35.24
Use (commodity) charge
Residential:
Base 1.5032 1.5528 1.6045 1.6585 1.7149 1.7738
Extra capacity - maximum day 0.8436 0.8704 0.8983 0.9274 0.9578 0.9894
Extra capacity - maximum hour 0.1621 0.1661 0.1702 0.1745 0.1788 0.1832
Total 2.5088 2.5893 2.6731 2.7604 2.8514 2.9464
Commercial/Industrial:
Base 1.5032 1.5528 1.6045 1.6585 1.7149 1.7738
Extra capacity - maximum day 0.3327 0.3433 0.3543 0.3658 0.3777 0.3902
Extra capacity - maximum hour 0.1092 0.1119 0.1147 0.1176 0.1205 0.1235
Total 1.9451 2.0080 2.0735 2.1418 2.2131 2.2874
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Drought and Conservation Based Rates

A key objective for this project was to develop an alternative water rate structure that promotes
dramatic reductions in water use during drought conditions. The first step in developing this alternative
rate structure was to determine which classes of customers drive peak water demand in the City. The
consultant team compiled historical water consumption data for all water accounts. This historical
consumption data was downloaded from City billing records. Based on this data, it was determined that
84% of all water sold in the full calendar year 2011 originated from the residential customer class. The
balance of water sales came from the commercial customer class (4%), and City facilities usage (parks,
aquatic center, etc.) at 12%. This clearly shows the residential class is driving average and peak water
demand in the City.

The second step was to standardize the City’s peak demand and compare that standardized demand
statistic to other western Oregon communities. In the municipal water industry, the standard frame of
reference to quantify peak demand is the peaking factor. This factor is the ratio of maximum month
daily demand to average annual daily demand. For all of calendar 2011, the Dallas peaking factor was
calculated as follows:

Maximum month (August, 2011) daily demand........cccceeueeeciieeiieecee e 4,717 ccf
Average annual daily demand .........ccoeiiiiii e 2,212 ccf
Max month daily demand + Ave annual daily demand.........c.ccccecveiiiiiieeicciee e, 2.1327

The comparison of Dallas’ 2011 peaking factor to other western Oregon communities is shown below in
Figure 2.

Figure 2 - Dallas Peaking Factor Compared to Other Western Oregon Communities

Oregon Community Water Demand Peaking Factors
(Max. Mo. Demand / Ave. Daily Demand)

Dallas-2011 2.13

Silverton - 2007 2.10

Grants Pass - 2000
Neskowin - 2006
Newport - 2006
Sutherlin - 2005
Banks - 2007
Oregon City - 2004
West Linn - 2006

Adair Village - 2001

1.76

1.72

1.70

1.62

1.60

1.60

1.55

1.55

T

T

T

T

T 1

1.00 1.25 1.50 1.75 2.00 2.25

Figure 2 shows, Silverton and Dallas have relatively high peak demand factors relative to other western
Oregon communities. Interestingly, both Silverton and Dallas have declining block water rate structures
in the summer.
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Closer inspection of the historical consumption patterns of the residential customer class corroborated
the assumption that residential customers are the principal cause of seasonal water peaking demand.
Based on this data, the average residential customer consumed 13.15 ccf per month on an annualized
basis. During the summer months of June to September, this monthly average consumption increased to
18.82 ccf per month.

As discussed previously, the City’s current summer water rate structure consists of declining block
prices. Under this rate structure, customers are offered water at lower prices as they use water more
during the peak summer irrigation season. City staff and the URAC directed the consultant team to
investigate the feasibility of implementing a new pricing structure for the commodity charge that would
give customers an economic incentive to conserve rather than use more water during the peak summer
demand period. The preferred approach was to create an inverted block pricing structure for the
commodity charge. Generally, an inverted block rate structure is the most widely accepted and
effective water conservation rate structure in use throughout the country. Rates increase as
consumption increases. The first step in the development of an inverted block rate structure is to design
the pricing blocks based on a “revenue neutral” financial forecast. To achieve this goal, a model was
developed to replicate the water sales conditions that were in place for calendar 2011 for all customers.

The consultant team created four rate blocks for the residential class based on the observed standard
deviation of residential water consumption during the summer of 2011. The statistical derivation of the
rate blocks is shown below in Table 8.

Table 8 - Derivation of Water Conservation Rate Tiers based on Summer, 2011 Consumption Data

Consumption Blocks Based on Observed Sample Standard Deviation
Mean 18.82
Standard Deviation* 19.10
Median 14.00
Usage Blocks (ccf) % by Block
Block Number of Bills
Zeroto3 919 10%
4to019 5,095 55%
20to 38 2,309 25%
39to 57 596 6%
Over 58 322 4%
Total 9,241 100%
Checksum 9,241
Checksum error 0

* In statistics and probability theory, standard deviation shows how much variation or
"dispersion" exists from the average (mean, or expected value). A low standard
deviation indicates that the data points tend to be very close to the mean, whereas
high standard deviation indicates that the data points are spread out over a large
range of values.

As Table 8 shows, roughly 65% of all residential customers consumed 19 ccf or less per month during the
summer of 2011. Conversely, 35% of the remaining residential customers consumed 20 ccf or more per
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month over the same period. To encourage water conservation to those customers consuming over 20
ccf per month, pricing premiums were applied as follows:

20 ccf to 38 ccf (25% of customers in the Summer of 2011) .................. 10% more than the base block
39 ccf to 57 ccf (6% of customers in the Summer of 2011) .................... 20% more than the base block
Over 58 ccf (4% of customers in the Summer of 2011) ......ccceeecveeennenns 30% more than the base block

The final step in the development of the alternative conservation water rate structure was to revisit the
strategy for calculating the monthly customer base charge. Under the City’s current rate structure, all
customers regardless of the size of the water meter that is in place to serve the customer are charged a
uniform $15.75 per month base fee. Keeping in mind, 94% of all Dallas water customers are served by
either a %” x %" or %” x %” water meter, an alternative to this approach would be to increase the
monthly base fee based on the throughput capacity of the meter in place to serve customers. Using the
%" meter as the standard, and knowing the engineered capacities of all meters in service (expressed in
gallon per minute flow rates), a flow factor equivalence could be assigned to larger meters, and bill
according. By increasing the monthly base fee to larger meters, it could give an incentive to existing
customers to migrate down to smaller meters. The flow factor equivalence calculations for varying
meter sizes is shown below in Table 9.

Table 9 - Calculation of Flow Factors for Water Meters

AWWA Flow
Rate Cont. Op.

Meter Size: GPM Flow Factor
5/8" x 3/4" 10 1.00
3/4" x 3/4" 15 1.00
1inch 25 1.67
1& 1/2 inch 50 3.33
2 inch 80 5.33
3inch 175 11.67
4 inch 300 20.00
6 inch 625 41.67
8inch 900 60.00

The rate effect of increasing monthly customer base fees by meter size and the implementation of
increasing block commodity charges are shown in Table 10.
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Table 10 - Schedule of Conservation-Based Water Rates

2013 2014 2015 2016 2017 2018
Inside City:
Base charge (monthly)
Meter Size:
5/8" x 3/4" $ 1575 $ 16.14 $ 16.54 $ 16.92 $ 17.30 $ 17.62
3/4" x 3/4" 15.75 16.14 16.54 16.92 17.30 17.62
1inch 26.25 26.90 27.57 28.20 28.83 29.37
1& 1/2 inch 52.50 53.80 55.13 56.40 57.67 58.73
2inch 84.00 86.08 88.21 90.24 92.27 93.97
3inch 183.75 188.30 192.97 197.40 201.83 205.57
4 inch 315.00 322.80 330.80 338.40 346.00 352.40
Use Charge ($/Ccf)
Residential and Multifamily
Zero to 300 cubic feet - - - - - -
400 cubic feet to1,900 cubic feet 1.67 1.73 1.78 1.84 1.90 1.96
2,000 cubic feet to 3,800 cubic feet 1.84 1.90 1.96 2.02 2.09 2.16
3,900 cubic feet to 5,700 cubic feet 2.01 2.07 2.14 2.21 2.28 2.36
Ovwer 5,700 cubic feet 2.17 2.24 2.32 2.39 2.47 2.55
Commercial/Industrial
Zero to 300 cubic feet - - - - - -
400 cubic feet to 50,000 cubic feet 1.30 1.34 1.38 1.43 1.48 1.52
Ovwer 50,000 cubic feet 1.43 1.47 1.52 1.57 1.62 1.68
Outside City:
Base charge (monthly)
Meter Size:
5/8" x 3/4" 31.50 32.28 33.08 33.84 34.60 35.24
3/4" x 3/4" 31.50 32.28 33.08 33.84 34.60 35.24
1inch 52.50 53.80 55.13 56.40 57.67 58.73
1& 1/2 inch 105.00 107.60 110.27 112.80 115.33 117.47
2 inch 168.00 172.16 176.43 180.48 184.53 187.95
3inch 367.50 376.60 385.93 394.80 403.67 411.13
4 inch 630.00 645.60 661.60 676.80 692.00 704.80
Use Charge ($/Ccf)
Residential and Multifamily
Zero to 300 cubic feet - - - - - -
400 cubic feet to 2,300 cubic feet 2.51 2.59 2.67 2.76 2.85 2.95
2,400 cubic feet to 4,300 cubic feet 2.76 2.85 2.94 3.04 3.14 3.24
4,400 cubic feet to 6,300 cubic feet 3.01 3.11 3.21 3.31 3.42 3.54
Ovwer 6,400 cubic fee 3.26 3.37 3.47 3.59 3.71 3.83
Commercial/Industrial
Zero to 300 cubic feet - - - - - -
400 cubic feet to 50,000 cubic feet 1.95 2.01 2.07 2.14 2.21 2.29
Ower 50,000 cubic feet 2.14 2.21 2.28 2.36 2.43 2.52
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Wastewater Rates

Analysis of Wastewater System Revenue Requirements

For the current budget year (fiscal 2013), it is forecast that the wastewater utility will generate sufficient
revenues from rates, charges and fees to meet its obligations and produce an unappropriated ending
balance in the Wastewater Operating Fund of $1,705,232. The beginning balance for this same fiscal
year was $1,769,578. In order to establish and maintain cash balances in the Wastewater Operating
Fund while continuing to pay for future capital requirements, a general water rate increase of 2.84% in
fiscal 2014 is required. Based on discussions with the City Staff, this general rate increase should be
implemented on June 1, 2013.

For the forecast of revenue requirements, the following assumptions were made based on discussions
with City staff and the URAC:

Inflation in costs and growth in the customer base — Per guidance from City staff, the following factors
were applied for estimating future cost escalation; the same factors that were used in the water system
revenue requirements analysis:

e All direct labor line items — 3.0% per year

e Pension plan contributions (City cost) — 5.0% per year
e Health insurance premiums (City cost) — 8.0% per year
e Professional services (OMI contract) — 3.0% per year

e All other operating expense line items — 3.0% per year

e The growth forecast expressed in the annual increase in 3.4” meters is estimated to be 0.50%
per year over the five (5) year forecast horizon.

Capital Improvement Plan Funding - In the current fiscal year, total wastewater system capital
improvement costs are estimated to be $103,000. This money is to be spent on the City’s federally
mandated “Capacity, Management, Operation, and Maintenance Program” (CMOM). This program
also includes infiltration & inflow abatement (I1&I) and fats, oils, and grease (FOG) abatement. The
current budget assumes these capital improvement costs will be funded from cash on hand.

Between fiscal 2014 and 2016, the City’s Wastewater System Capital Improvement Plan calls for the
investment of $3,083,304; spread roughly evenly at S1 million in each of the three forecast years. The
wastewater system financial plan calls for the fiscal 2014 costs to be funded from cash on hand, and
the fiscal 2015 and 2016 costs to be funded from the proceeds of future revenue bonds (one bond in
each future fiscal year). The resulting debt service on these bonds is to be paid from wastewater rates.
The key planning assumptions concerning the issuance of these future wastewater system revenue
bonds are:

e Life of each issuance — 20 years
e Interest rate —4.50%
e [ssuance costs — 1.0% of gross borrowings

e Coverage requirement — 1.05 times annual debt service (based on the requirements of the Clean
Water State Revolving Loan program administered by the Oregon DEQ)

e Reserve requirement —one year’s annual debt service
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Under the current wastewater system financial plan, by the end of fiscal 2016, the City will add an
additional $181,878 of annual revenue bond debt service to the wastewater system revenue
requirements. The debt sizing cash flows and resulting debt service calculations are shown below in
Table 11.

Table 11 - Forecast of Future Wastewater System Borrowings and Resulting Debt Service

Capital Improvements Financing 2013 2014 2015 2016 2017 2018

Capital Costs to be Funded 103,000 922,983 | 1,147,363 | 1,012,958 - -
less: Contributions from SDCs
less: Contributions From Construction Fund bal
less: Contributions From Utility Rates 103,000 922,983
less: Developer Contributions
Amount to be Financed - - 1,147,363 | 1,012,958 - -
Interim Borrowing:
BANS Issued: - - - - - -
less: Borrowing Cost - - - - - -
less: Interest Payments - - - - - -
plus: Interest Earnings - - - - - -
Net Available from BANS - - - - - -
Long-term Borrowing:
Revenue Bonds:

Amount Borrowed - - 1,256,525 | 1,109,332 - -
less: Financing Cost - - 12,565 11,093 - -
less: Reserve Funding - - 96,597 85,281 - -
less: Refunding of BANs - - - - - -
Net Funds from Revenue Bonds - - 1,147,363 | 1,012,958 - -

General Obligation Bonds:
Amount Borrowed - - - - - -
less: Financing Cost - - - - - -
less: Reserve Funding - - - - - -
less: Refunding of BANs - - - - - -

Net Funds from G.O. Bonds - - - - - -

New Annual Debt Service:
Debt Service - - 96,597 181,878 181,878 181,878
Coverage - - - - - -
Reserve Funding - - - - - R

It should be noted, the wastewater system financial plan also assumes the City will continue to budget
$105,000 per year (adjusted for inflation ) on wastewater projects. It is assumed these project costs will
be funded with cash that is generated from wastewater rates, and is accounted for in the revenue
requirements calculations. These costs are for wastewater line replacements, emergency response,
small works construction, minor equipment and tools, and wastewater treatment plant equipment. For
the forecast, we have used this figure for our starting point and adjusted it for inflation (3.0% per year)
over the forecast period. We have not budgeted for any costs in the other minor capital line items.

Operating Costs in Excess of Inflation — In most rate studies, there are certain operating cost categories
that tend to grow in excess of the general price index. We have identified two such categories affecting
the City’s pension costs and health care premiums. These cost categories have been accounted for in
the revenue requirements model. We have not identified any other areas of concern for this forecast,
but the City should monitor the cost structure of the water utility on an ongoing basis. Three key areas
of future concern are:

Professional services costs — The wastewater system maintenance contract with OMl is a “cost plus”
contract, and has cost increase limits over the term of the contract. The annual cost of the contract
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is the single highest line item cost in the wastewater department’s budget (i.e., $700,000 for fiscal
2013). Within the five year forecast horizon of the current wastewater system financial plan, this
contract is due for review and renegotiation. If the future negotiations result in cost increases in
excess of 3.0% per year, the City will have to revisit the wastewater rate forecast, and determine the
resulting higher wastewater rate implications

Administrative charges — We have not estimated or accounted for any unusual increases in
City/general fund administrative charges. The City provides administrative services such as
accounting, legal, and billing to the wastewater system. The City should monitor this situation for
developments.

Staffing Costs — We have not planned or budgeted for any additional labor. If the wastewater utility
does add staff, these costs will impact the current revenue requirements forecast.

Modeling for Contingencies, Reserves, and Ending Fund Balances — As discussed above, the Wastewater
Operating Fund is expected to end this fiscal year with an unappropriated ending fund balance of
$1,705,232; ample cash for an operating reserve. For planning purposes, we are expecting the
Wastewater Operating Fund will end all forecast years with an ending fund balance well in excess of
sixty days of operating expenses. This target balance gives the wastewater utility enough contingency to
fund unforeseen operating cost spikes. The ten year forecast of targeted wastewater operating fund
balances and operating reserve requirements is shown below in Figure 3. There is a significant increase
in Wastewater Operating Fund balance starting in fiscal 2021. This is due to the planned retirement of
the Series 2011 Full Faith and Credit Sewer System Refunding Obligations in fiscal 2020.

Figure 3 - Forecast of Sewer Operating Fund Balances and Operating Reserve Requirements

$2,500 Analysis of Sewer Operating Fund Ending Fund Balance 2223
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Revenue Requirements Forecast & Results

All of the above cost elements are contained in the revenue requirements model and from this, the
“base case” forecast was developed. The base case assumes the utility would fund the projected capital
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costs contained in the 2013 Wastewater System Capital Improvement Plan (discussed above). Also, the
utility would fund the operating costs as adjusted for inflation. This base case resulted in the following
forecast of water system revenue requirements (Table 12).

Table 12 — Base Case Forecast of Wastewater System Revenue Requirements

Dallas Wastewater Financial Forecast Model
Projection of Sewer System Revenue Requirements
Budget Forecast
2013 2014 2015 2016 2017 2018
Projection of Cash Flow:
Revenues:
Total licenses and permits - - - - - -
Total Service Charges 2,975,000 2,975,000 3,059,548 3,148,381 3,239,940 3,335,670
Total interest earned 25,000 13,642 7,058 7,164 6,676 6,320
Total other financing sources 12,450 - - - - -
Total miscellaneous income 53,000 54,590 56,228 57,915 59,652 61,442
Subtotal gross operating revenues 3,065,450 3,043,232 3,122,834 3,213,459 3,306,268 3,403,432
Operations & Maintenance Expense:
Total personal services 587,500 616,475 647,227 679,883 714,577 751,456
Total materials and services 1,503,500 1,548,605 1,595,063 1,642,915 1,692,202 1,742,969
Total debt service 1,005,650 1,004,550 1,094,747 1,178,428 1,171,528 1,165,878
Total capital outlay 105,000 108,150 111,395 114,736 118,178 121,724
Transfers(excluding transfers to the sewer bond fund) - - - - - -
Total operations and maintenance expense 3,201,650 3,277,780 3,448,432 3,615,962 3,696,486 3,782,026
(Use)/replacement of fund balance (136,200) (150,000) (250,000) (325,000) (325,000) (300,000)
Net Cash - (84,548) (75,598) (77,503) (65,218) (78,594)
Net Deficiency/(Surplus) - 84,548 75,598 77,503 65,218 78,594
Test of Coverage Requirement:
Gross Revenues:
Operating revenues 3,065,450 3,043,232 3,122,834 3,213,459 3,306,268 3,403,432
System Development Charges 20,000 20,100 20,201 20,302 20,403 20,505
Total Gross Revenues 3,085,450 3,063,332 3,143,034 3,233,761 3,326,671 3,423,937
Operating Expenses:
Total personal services 587,500 616,475 647,227 679,883 714,577 751,456
Total materials and services 1,503,500 1,548,605 1,595,063 1,642,915 1,692,202 1,742,969
Debt service on full faith and credit refunding obligations 1,005,650 1,004,550 998,150 996,550 989,650 984,000
Transfers to/from the rate stabilization account - - (110,000) (185,000) (165,000) (150,000)
Total Operating Expenses 3,096,650 3,169,630 3,130,440 3,134,348 3,231,429 3,328,424
Net Revenues (11,200) (106,298) 12,594 99,413 95,242 95,513
Debt Service:
Debt Service on Existing Bonds and Loans - - - - - -
Debt Service on New Serial Revenue Bond Debt - - 96,597 181,878 181,878 181,878
Total debt service - - 96,597 181,878 181,878 181,878
Coverage Recognized N/A N/A 0.13 0.55 0.52 0.53
Coverage Required 1.05 1.05 1.05 1.05 1.05 1.05
Net Deficiency/(Surplus) - - 88,833 91,559 95,730 95,459
Projection of Revenue Sufficiency and Forecasted Rates:
Maximum Deficiency - 84,548 88,833 91,559 95,730 95,459
Percent Increase Required Over Current Rate Revenues 0.00%! 2.84% 2.90% 2.91% 2.95% 2.86%!
Five Year Average Increase in Revenue Requirements 2.89% 2.89% 2.89% 2.89% 2.89%
Revenues Recovered From Existing Rates and Charges: 2,975,000 2,975,000 3,059,548 3,148,381 3,239,940 3,335,670
add: Revenues Recovered From Rate Increase - 84,548 88,833 91,559 95,730 95,459
Total Revenues Recovered From Rates & Charges after Increasel 2,975,000 3,059,548 3,148,381 3,239,940 3,335,670 3,431,129

Table 12 shows forecasted annual changes in wastewater system revenue requirements are in line with
general inflation assumptions and average approximately 2.89% per year from fiscal 2014 through fiscal
2018.
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Existing Wastewater Rates and URAC Recommended Policy Changes
The City charges its wastewater customers for collection and treatment services as follows:
e Single family residential - 540.91 per account per month flat

e Multiple dwelling units - $40.91 per month for the first dwelling unit, and $30.21 per month for
each additional dwelling unit

e Non-housekeeping or transient quarters - $41.91 per month plus $10.50 per month for each
additional bedroom or sleeping quarters

e Commercial Users - as defined in Resolution No. 3147

v" Section 1 (d) — Commercial User. Based upon the monthly average metered delivery of
water to said premises for the highest three months of usage during November,
December, January, and February just previous, the following rate and charges shall

apply
Consumption Block Rate % increase by Block
0-3ccf $40.91
3-15ccf $69.19 69%
15 - 25 ccf $90.90 31%
25 - 50 ccf $140.47 55%
50 - 75 ccf $187.00 33%
75 - 100 ccf $230.37 23%
100 - 200 ccf $366.75 59%
> 200 ccf $366.75, plus $1.41 per
ccf over 200 ccf

The City’s flat monthly rate structure for residential customers has been in place for in excess of ten
years, and works well for the City and its customers. In calendar 2011, active residential accounts
accounted for 93% of all active accounts and 88% of total wastewater system revenues. As in the case
of the water system analysis, the residential class drives the demands on the City’s wastewater system.

In calendar 2011, the commercial customer class accounted for 7% of active accounts, and 12% of total
wastewater system revenues. The City currently does not serve any industrial high sewage strength
customers. The current methodology for billing commercial and large multi-family wastewater
customers does not follow the industry norm. Allowing these customers to be billed based on their
individual prior winter month’s average water consumption is unusual. That methodological billing
approach is usually reserved for residential customers in a “consumption-based” billing model. Since
commercial and large multi-family wastewater customers generally do not have summer irrigation
needs, there is no reason to limit their wastewater bills to winter average monthly water consumption.
This was brought to the attention of the URAC, and they are recommending to the City Council that
large multi-family and commercial customers be billed on “real time” monthly water consumption.

Modification to Commercial and Industrial Wastewater Rate Categories

A deliverable for this project was to develop an alternative wastewater rate structure that accounted for
high strength sewage discharge. Specifically, the study was tasked to provide at least two alternatives
for commercial wastewater rates based upon high biochemical oxygen demand (BOD) or total
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suspended solids (TSS). The project team spent considerable time on this issue with City staff and
developed a proposal that was presented to the URAC at their regular meetings in January and February
of 2013. That proposal consisted of establishing three distinct classes of commercial wastewater
customers, and one class for high strength industrial customers. Since wastewater does not get
measured or chemically analyzed when it leaves a customer’s property, strength of discharge limits had
to be established for each new commercial class. The strength limits proposed for the new classes are
(expressed in units of biochemical oxygen demand (BOD) and units of total suspended solids (TSS):

New Customer Class Name BOD TSS

Residential Class Characteristics:
Single family residential — domestic strength wastewater 200 mg/liter 200 mg/liter
Multi-family residential — domestic strength wastewater 200 mg/liter 200 mg/liter

Commercial Industrial Class Characteristics:

Commercial Class | — domestic strength wastewater 200 mg/liter 200 mg/liter
Commercial Class Il — medium strength wastewater 250 mg/liter 250 mg/liter
Commercial Class Ill — high strength wastewater 300 mg/liter 300 mg/liter
Industrial extra strength — industrial wastewater over 350 mg/liter over 350 mg/liter

The strength of discharge limits became the driver for developing the proposed schedule of wastewater
rates that was presented to the URAC and subsequently adopted for recommendation to the City
Council. That recommended schedule of wastewater rates is shown below in Table 13. The complete
contents of the wastewater rate model are contained in Appendix B to this report.
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Table 13 - Proposed Schedule of Wastewater Rates

City of Dallas, Oregon
Wastewater Rate Study Update - 2013
Schedule of Current and Recommended Wastewater Rates
Budget Forecast
Line Item Description 2013 2014 2015 2016 2017 2018
Consumption Based Rates:
Customer Account Service (BASE) Charges:
Inside City monthly 34.61247 | $ 35.39017 37.84435 ($ 39.29063 39.85826 | $ 40.39729
Commodity (USE) Charges:
Single Family Residential
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $ 0.92334 0.75845 | $ 0.71388 0.77691 | $ 0.84141
Multi-Family
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $ 0.92334 0.75845 | $ 0.71388 0.77691 | $ 0.84141
Commercial |
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.13557 0.13927 0.11153 0.10377 0.11387 0.12421
Strength - TSS 0.13550 0.13919 0.11147 0.10371 0.11381 0.12414
Total - $/Ccf 0.89904 | $ 0.92334 0.75845 | $ 0.71388 0.77691 | $ 0.84141
Commercial Il
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.16947 0.17409 0.13941 0.12971 0.14234 0.15526
Strength - TSS 0.16938 0.17399 0.13934 0.12964 0.14226 0.15517
Total - $/Ccf 0.96680 | $ 0.99296 0.81420 | $ 0.76575 0.83383 | $ 0.90350
Commercial lll
Sanitary flow and 1&I 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
Strength - BOD 0.20336 0.20890 0.15565 0.15565 0.17080 0.18631
Strength - TSS 0.20325 0.20879 0.15557 0.15557 0.17071 0.18621
Total - $/Ccf 1.03457 | $  1.06258 0.84667 [$  0.81762 0.89075 [$  0.96558
High Strength
Sanitary flow and 1&I - $/Ccf 0.62796 0.64488 0.53544 0.50640 0.54923 0.59307
BOD - $/lb 0.23725 0.24372 0.19518 0.18160 0.19927 0.21736
TSS - $/Ib 0.23713 0.24359 0.19507 0.18150 0.19916 0.21724
Total - $/Ccf 1.10234  $ 1.13219 0.92570 | $ 0.86949 0.94767 | $ 1.02767
Flat Monthly Rates:
Single Family Residential flat rate:
Winter average monthly consumption (ccf) 7.00 7.00 7.00 7.00 7.00 7.00
BASE charge 3461 ($ 35.39 37.84($ 39.29 39.86 | $ 40.40
USE charge 6.29 6.46 5.31 5.00 5.44 5.89
Total - $/account/month 4091 ($ 41.85 43.15( $ 44.29 45.30 [ $ 46.29
Note: High strength customers that contribute wastewater that exceed a strength threshold of 350 mg/| BOD or 350 mg/I
TSS will be charged based on their actual flow and load.
User classifications shall be comprised of, but not limited to the following:
A. Residential.
1 Single-family (per dwelling unit);
2 Multiple-family (per dwelling unit);
3. Mobile home park (per dwelling space);
4 Travel trailer park (per dwelling space).
5 Hotels and motels (each)
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B. Commercial I.

1. Barbershops and beauty shops (each);
2. Car dealers and automotive repair facilities (each);
3. Churches (each, without garbage disposal);
4. Department stores (each);
5. Fraternal clubs (each, without food service);
6. Grocery stores (each, without meat cutting);
7. Hardware stores (each);
8. Laundromats (each);
9. Light industrial (each, based on City Engineer’s review);
10. Medical, dental and veterinary clinics (each);
11. Pharmacies (each);
12. Print shops (each);
13. Professional offices (each business);
14. Schools (each, without food preparation);
15. Service stations (each);
16. Taverns (each, without food preparation);
17. Warehouses (each).
18. Carwashes (each)
19. Government Utilities (each)
20. Nursery (each)
C. Commercial Il.
1. Churches (each, with garbage disposal);
2. Restaurants and fraternal clubs (each, with food service, no garbage disposal, with grease trap);
3. Institutions (each, hospitals, schools, nursing homes).
D. Commercial lll.
1. Bakeries (each);
2. Restaurants and fraternal clubs (each, with food service, no garbage disposal, without grease trap);
3. Grocery stores (each, with meat cutting and/or bakery);
4. Meat markets (each).
E. Industrial.
1. Any facility that discharges effluent to the sanitary sewer for any 24-hour period which equals or exceeds

any one of the following criteria:

a.
b.

[oN

Flow greater than 25,000 gpd,
BOD greater than 350 mg/I,
SS greater than 350 mg/I,

pH greater than 9.0,

pH less than 6.0.
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Stormwater Management
Existing Conditions and Funding Sources

The City is responsible for the management of the surface waters that flow over and through its
jurisdictional boundaries. The existing drainage facilities within the City outfall to several natural creeks,
but the primary drainage is Rickreall Creek. In undeveloped areas, open system conveyance to one of
these creek systems is common, while in the more intensively developed areas, piped systems are the
norm. The costs the City incurs to manage stormwater are principally funded from wastewater rates,
with some contributions from stormwater SDCs for capital improvements. There is no dedicated
funding source for stormwater operations at this time.

City staff estimate that approximately 6% of its total wastewater operating fund budget is spent on
stormwater maintenance & system cleaning (i.e., $175k). The consultant team estimated for a
community the size of Dallas, a stormwater program budget should be in the $300k - $700k range and
this would assume a minimal capital improvement program. Unfortunately, the City does not have a
current stormwater master plan, and the fiscal 2013 budget actually calls for a reduction in stormwater
system maintenance and cleaning. After considerable discussion with City staff and the URAC, it is
suggested the City commission a new stormwater master plan, and once completed, revisit the subject
of establishing a dedicated rate and revenue stream (stormwater utility). Development of the master
plan would provide the City with a better understanding of its stormwater system, maintenance
requirements, future capital needs/costs and the impact of federal stormwater regulations on Dallas
into the future.

URAC Recommendation to the City Council

The current condition of the stormwater program was presented to the URAC at their January and
February, 2013 meetings, and consensus was reached that stormwater costs will continue to increase
and will occupy a growing proportion of the wastewater rate over time. URAC members felt the
appropriate future policy for stormwater funding would be a dedicated, fee-based, funding source for
the program, and to establish an enterprise fund to budget and account for stormwater finances.
However, before any action is considered for the creation of a standalone stormwater utility, the City
should commission a new stormwater master plan to guide future planning for the program.
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System Development Charges
Introduction

The City’s current schedule of SDCs for water and stormwater was last reviewed in 2003. The
wastewater SDC was last updated in 1999. With the preparation of the utilities rate study, the City also
updated its methodologies for water, wastewater, and stormwater SDCs. As part of this review and
update, the City has stated a number of objectives:

e Review the basis for water, wastewater, and stormwater SDCs to ensure a consistent
methodology;

e Address specific policy, administrative, and technical issues which had arisen from application of
the existing SDCs;

e Determine the most appropriate and defensible fees, ensuring that development is paying its
proportionate share of capital costs;

e Consider possible revisions to the structure or basis of the charges which might improve equity
or proportionality to demand;

e Provide clear, orderly documentation of the assumptions, methodology, and results, so that City
staff could, by reference, respond to questions or concerns from the public.

This report provides the documentation of that effort, and was done in close coordination with City staff
relying on available capital facility plans and other relevant documents. Table 14 summarizes the
current and proposed residential equivalent SDCs for water wastewater, and stormwater. Appendix C
includes the calculations used to derive the proposed SDCs for each service.

Table 14 - Component Breakdown of the Proposed Residential Equivalent Water, Wastewater, and Stormwater SDCs

Reimbursement Improvement Total
Proposed:
Water 1,154 2,973 4,127
Wastewater 1,495 3,792 5,287
Stormwater 9 1,066 1,075
Total proposed S 2,658 § 7,831 § 10,489
Current:
Water - 3,752 3,752
Wastewater - 3,834 3,834
Stormwater - 812 812
Total current S - S 8,398 S 8,398
Difference:
Water 1,154 (779) 375
Wastewater 1,495 (42) 1,453
Stormwater 9 254 263
Difference S 2,658 § (567) S 2,091
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The framework for SDC calculation is established by Oregon Revised Statute (ORS) 223.297-297.314
which is the basis for this review. Under statute, SDC's are one-time capital fees imposed on new
development and have two components: reimbursement and improvement.

The reimbursement fee considers the cost of existing facilities, prior contributions by existing users of
those facilities, the value of the unused/available capacity, and generally accepted ratemaking
principles. The objective is “future system users contribute no more than an equitable share to the cost
of existing facilities.” The reimbursement fee can be spent on capital costs or debt service related to the
systems for which the SDC is applied.

The improvement fee portion of the SDC is based on the cost of planned future facilities that expand the
system’s capacity to accommodate growth or increase its level of performance. In developing an
analysis of the improvement portion of the fee for water, wastewater, and stormwater, each project in
the respective service’s capital improvement plan is evaluated to exclude costs related to correcting
existing system deficiencies or upgrading for historical lack of capacity. An example is a facility which
improves system capacity to better serve current customers. The costs for this type of project must be
eliminated from the improvement fee calculation. Only capacity increasing/level of performance costs
provide the basis for the SDC calculation. The improvement SDC is calculated as a function of the
estimated number of additional equivalent residential units to be served by the City’s facilities over the
planning period.

SDC Legal Authorization

SDCs are authorized by Oregon Revised Statute (ORS) 223.297-314. The statute is specific in its
definition of SDCs, their application, and their accounting. In general, an SDC is a one-time fee imposed
on new development or redevelopment, and assessed at the time of development approval or increased
usage of the system. SB 939, passed by the 2003 legislature, included many procedural adjustments and
clarifications to ORS 223. Overall, the statute is intended to promote equity between new and existing
customers by recovering a proportionate share of the cost of existing and planned/future capital
facilities that serve the developing property. Statute further provides the framework for the
development and imposition of SDCs and establishes that SDC receipts may only be used for capital
improvements and/or related debt service.

The methodology used to determine the improvement fee portion of the SDC must consider the cost of
projected capital improvements needed to increase system capacity or level of performance. In other
words, the cost of planned projects that correct existing deficiencies or do not otherwise increase
capacity would not be SDC eligible. The improvement fee must also provide a credit for construction of a
qualified public improvement.

SDC Methodology

The essential ingredient in the development of an SDC methodology for water, wastewater, and
stormwater services is source data. For this project, the consultant team has relied on a number of data
sources. The primary sources have been the adopted master plans and plan updates for the three
municipal facilities. We have supplemented these data sources with City utility billing records, certified
2010 census data, and other documents that we deemed helpful, accurate, and relevant to this study.
Table 15 contains a bibliography of the key documents/sources that we relied upon to build the analysis
and resulting SDCs.
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Table 15 - Data Sources for the Calculation of Water, Wastewater, and Stormwater SDC

Service Master Plan Document and/or Corroborating Source Documentation

Water e (City of Dallas Water Capital Improvement Plan; January, 2013

e City of Dallas Utility Billing System - water meters in service report; February
21,2012

e Per American Water Works Association standards effective January 1, 2003
for cold water meters- displacement type, bronze main case. ANSI approval
October 11, 2002. American Water Works Association ANSI/AWWA C700-02
(Revision of ANSI/AWWA C700-95).

e Portland State University, College of Urban Affairs, Population Research
Center; Certified 2010 census for Dallas, Oregon; March 31, 2011

Wastewater e City of Dallas Wastewater Capital Improvement Plan; January, 2013

e C(City of Dallas Utility Billing System — water meters in service report;
February, 2012

e Portland State University, College of Urban Affairs, Population Research
Center; Certified 2010 census for Dallas, Oregon; March 31, 2011

Stormwater e City of Dallas Stormwater Capital Improvement Plan; January, 2013

e Portland State University, College of Urban Affairs, Population Research
Center; Certified 2010 census for Dallas, Oregon; March 31, 2011

Reimbursement Fee Methodology

The reimbursement fee represents a buy-in to the cost, or value, of infrastructure capacity within the
existing system. Generally, if a system was adequately sized for future growth, the reimbursement fee
might be the only charge imposed, since the new customer would be buying existing capacity. However,
staged system expansion is needed, and an improvement fee is imposed to allocate those growth
related costs. Even in those cases, the new customer also relies on capacity within the existing system,
and a reimbursement component is warranted.

In order to determine an equitable reimbursement fee to be used in conjunction with an improvement
fee, two points should be highlighted. First, the cost of the system to the City’s customers may be far
less than the total plant-in-service value. This is due to the fact that elements of the existing system may
have been contributed, whether from developers, governmental grants, and other sources. Therefore,
the net investment by the customer/owners is less. Second, the value of the existing system to a new
customer is less than the value to an existing customer, since the new customer must also pay, through
an improvement fee, for expansion of some portions of the system.

The method used for determining the reimbursement fee accounts for both of these points. First, the
charge is based on the net investment in the system, rather than the gross cost. Therefore, donated
facilities, typically including distribution (water) and collection (wastewater) lines, local facilities, and
grant-funded facilities, would be excluded from the cost basis. Also, the charge should be based on
investments clearly made by the current users of the system, and not already supported by new
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customers. Tax supported activities fail this test since funding sources have historically been from
general revenues, or from revenues which emanate, at least in part, from the properties now
developing. Second, the cost basis is allocated between used and unused capacity, or capacity available
to serve growth. In the absence of a detailed asset by asset analysis, it is appropriate to allocate the cost
of existing facilities between used and available capacity proportionally based on the forecasted
population growth as converted to residential equivalents over the planning period. This approach
reflects the philosophy, consistent with the City’s Updated Master Plans, that facilities have been sized

to meet the demands of the customer base within the established planning period.

Setting the Reimbursement Fee

INPUTS

Original facility
cost, less
depreciation
(book value of
assets)

Exclude
contributed
capital (developer
requirements,
grants, facilities
supported by ad
valorem tax)

ALLOCATION CALCULATION
Percent of total facility » Numerator is the value of
capacity still available available capacity (total book

for new users value times the percent of

capacity still available)

Denominator is the projected
population growth to be served
by the system, converted to
equivalent dwelling units
(EDUs)

4

REIMBURSEMENT FEE
Cost per EDU
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Improvement Fee Methodology

There are three basic approaches used to develop improvement fee SDCs: “standards driven”,
“improvements-driven”, and “combination/hybrid” approaches. The “standards-driven” approach is
based on the application of Level of Service (LOS) standards for facilities. Facility needs are determined
by applying the LOS standards to projected future demand, as applicable. SDC-eligible amounts are
calculated based on the costs of facilities needed to serve growth. This approach works best where level
of service standards have been adopted but no specific list of projects is available. The “improvements-
driven” approach is based on a specific list of planned capacity increasing capital improvements. The
portion of each project that is attributable to growth is determined, and the SDC-eligible costs are
calculated by dividing the total costs of growth-required projects by the projected increase in projected
future demand, as applicable. This approach works best where a detailed master plan or project list is
available and the benefits of projects can be readily apportioned between growth and current users.
Finally, the combination/hybrid-approach includes elements of both the “improvements driven” and
“standards-driven” approaches. Level of Service standards may be used to create a list of planned
capacity-increasing projects, and the growth required portions of projects are then used as the basis for
determining SDC eligible costs. This approach works best where levels of service have been identified
and the benefits of individual projects are not easily apportioned between growth and current users.

In the past, the City has utilized the “improvements-driven” approach for the calculation of water,
wastewater, and stormwater SDCs. This study continues to use this method, and has relied on the
capital improvement plans that are incorporated in the master plans, and plan updates for these three
municipal services.

For this SDC methodology update, the improvement fee represents a proportionate share of the cost to
expand the systems to accommodate growth. This charge is based on the capital improvement plans
established by the City in the master plans for water, wastewater, and park services. The costs that can
be applied to the improvement fees are those that can reasonably be allocable to growth. Statute
requires that the capital improvements used as a basis for the charge be part of an adopted capital
improvement schedule, whether as part of a system plan or independently developed, and that the
improvements included for SDC eligibility be capacity or level of service expanding. The improvement
fee is intended to protect existing customers from the cost burden and impact of expanding a system
that is already adequate for their own needs in the absence of growth.

The key step in determining the improvement fee is identifying capital improvement projects that
expand the system and the share of those projects attributable to growth. Some projects may be
entirely attributable to growth, such as a wastewater collection line that exclusively serves a newly
developing area. Other projects, however, are of mixed purpose, in that they may expand capacity, but
they also improve service or correct a deficiency for existing customers. An example might be a water
booster pump station that both expands water distribution system capacity and corrects a chronic
capacity issue for existing users. In this case, a rational allocation basis must be defined.
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Setting the Improvement Fee

INPUTS ALLOCATION CALCULATION

Planning Costs solely due to the Numerator is the total cost of

projections need for additional planned capacity-increasing
Evaluation of » capacity to serve new » projects

e users
existing system

capacity Denominator is the projected
Future service Portion of capital population growth to be served
demand based costs for by the system, converted to
on projected improvements equivalent dwelling units (EDUS)
population reasonably shared by
List of capital existing and future ‘
improvements USers
with cost
estimates

IMPROVEMENT FEE
Cost per EDU

The improvement portion of the SDC is based on the proportional approach toward capacity and cost
allocation in that only those facilities (or portions of facilities) that either expand the water, wastewater
and stormwater system capacity to accommodate growth or increase its respective level of performance
have been included in the cost basis of the fee. As part of this SDC update, City Staff were asked to

review the planned capital improvement lists in order to assess SDC eligibility. The criteria in Figure 4
were developed to guide the City’s evaluation:
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Figure 4 - SDC Eligibility Criteria

City of Dallas
Steps Toward Evaluating

Capital Improvement Lists for SDC Eligibility

ORS 223

1. Capital improvements mean the facilities or assets used for :
a. Water supply, treatment, storage, transmission, and distribution
b. Wastewater collection, transmission, treatment, and disposal
c. Stormwater land acquisition, and improvements

This definition DOES NOT ALLOW costs for operation or routine maintenance of the
improvements;

2. The SDC improvement base shall consider the cost of projected capital improvements
needed to increase the capacity of the systems to which the fee is related;

3. An increase in system capacity is established if a capital improvement increases the
“level of performance or service” provided by existing facilities or provides new
facilities.

Under the City’ approach, the following rules will be followed

1. Repair costs are not to be included;

2. Replacement costs will not be included unless the replacement includes an upsizing of
system capacity and/or the level of performance of the facility is increased,;

3. New regulatory compliance facility requirements fall under the level of performance
definition and should be proportionately included;

4, Costs will not be included which bring deficient systems up to established design levels.

In developing the improvement fee, the project team in consultation with City staff evaluated each of its
CIP projects to exclude costs related to correcting existing system deficiencies or upgrading for historical
lack of capacity. Only capacity increasing/level of performance costs were used as the basis for the SDC
calculation, as reflected in the capital improvement schedules developed by the City. The improvement
fee is calculated as a function of the estimated number of projected additional residential equivalents
for water, wastewater and stormwater to be served by the City’s facilities over the planning horizon.

Once the future costs to serve growth have been segregated (i.e., the numerator), they can be divided into
the total number of new residential equivalents that will use the capacity derived from those investments
(i.e., the denominator).
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Methodology for the Granting of Credits, Exemptions, Discounts, and Indexing
SDC Credits Policy

ORS 223.304 requires that credits be allowed for the construction of a "qualified public improvements"
which are required as a condition of development approval, identified in the capital plan, located on or
contiguous to property that is the subject of development approval or located on or contiguous to such
property and is required to be built larger or with greater capacity than is necessary for the particular
development project. The credit for a qualified public improvement may only be applied against an SDC
for the same type of improvement, and may be granted only for the cost of that portion of an
improvement which exceeds the minimum standard facility size or capacity needed to serve the
particular project. For multi-phase projects, any excess credit may be applied against SDCs that accrue in
subsequent phases of the original development project. In addition to these required credits, the City
may, if it so chooses, provide a greater credit, establish a system providing for the transferability of
credits, provide a credit for a capital improvement not identified in the Capital Improvement Plan, or
provide a share of the cost of an improvement by other means.

The City has adopted a policy for granting SDC credits, and has codified this policy in the Dallas City Code
(DCC) §4.655. The adopted SDC credit policy consists of six (6) items as follows:

(1) As used in this section and in the definition of "qualified public improvements" in section 4.620,
the word "contiguous" means that part of a public way which abuts the development parcel.

(2) When development occurs that must pay an SDC under section4.630, the SDC for the
existing use which would have been imposed if this section was in effect when the
property was developed shall be calculated and if it is less than the SDC for the proposed
use, the difference between the SDC for the existing use and the SDC for the proposed use
shall be the SDC required under section 4.630. If the change in use results in the SDC for
the proposed use being less than the SDC for the existing use, no SDC shall be required;
however, no refund or credit shall be given.

(3) The limitations on the use of credits contained in this subsection shall not apply when
credits are otherwise given under section4.655. A credit shall be given for the cost of a
qualified public improvement associated with a development. If a qualified public
improvement is located partially on and partially off the parcel of land that is the subject
of the approval, the credit shall be given only for the cost of the portion of the
improvement not located on or wholly contiguous to the parcel of land. The credit
provided for by this subsection shall be only of the improvement fee charged for the type
of improvement being constructed and shall not exceed the improvement fee even if the
cost of the capital improvement exceeds the applicable improvement fee.

(4) Applying the methodology adopted by resolution, the city manager may grant a credit
against the improvement fee for a capital improvement constructed as part of the
development that reduces the development's demand upon existing capital
improvements or the need for future capital improvements or that would otherwise have
to be constructed at city expense under then-existing council policies.

(5) Insituations where the amount of credit exceeds the amount of the SDC, the excess credit
is not transferable to another development. However, the excess credit may be
transferred to another phase of the original development.

City of Dallas, Oregon Page 34
2013 Utilities Rate Study and SDC Methodology Update Final Report April, 2013


http://www.amlegal.com/nxt/gateway.dll?f=id$id=Dallas%20City%20Code%3Ar%3A3552$cid=oregon$t=document-frame.htm$an=JD_4.620$3.0#JD_4.620
http://www.amlegal.com/nxt/gateway.dll?f=id$id=Dallas%20City%20Code%3Ar%3A3552$cid=oregon$t=document-frame.htm$an=JD_4.630$3.0#JD_4.630
http://www.amlegal.com/nxt/gateway.dll?f=id$id=Dallas%20City%20Code%3Ar%3A3552$cid=oregon$t=document-frame.htm$an=JD_4.630$3.0#JD_4.630
http://www.amlegal.com/nxt/gateway.dll?f=id$id=Dallas%20City%20Code%3Ar%3A3552$cid=oregon$t=document-frame.htm$an=JD_4.655$3.0#JD_4.655

(6) Credit shall not be transferrable from one type of capital improvement to another.
[Section 4.655 added by Ordinance No. 1450, passed June 17, 1991.]
Partial and Full SDC Exemptions Policy

The City may exempt certain types of development, from the requirement to pay SDCs. Exemptions
reduce SDC revenues and, therefore, increase the amounts that must come from other sources, such as
utility rates. As in the case of SDC credits, the City has articulated a policy relative to partial and full SDC
exemption. This SDC exemption policy is codified in DCC §4.650, and is as follows:

The following are exempt from the SDC imposed in section 4.630:

(1) Development which existed on July 1, 1991 and for which a building or placement permit was
issued before that date.

(2) An alteration, addition, replacement or change in use that does not increase the use of capital
improvements.

(3) Development exempt under the provisions of DCC §9.850 (Enterprise Zone Development).
[Section 4.650 amended by Ordinance No. 1450, passed June 17, 1991.]
SDC Discount Policy

The City, at its sole discretion may discount the SDC rates by choosing not to charge a reimbursement
fee for excess capacity, or by reducing the portion of growth-required improvements to be funded with
SDCs. A discount in the SDC rates may also be applied on a pro-rata basis to any identified deficiencies,
which must to be funded from sources other than improvement fee SDCs. The portion of growth-
required costs to be funded with SDCs must be identified in the CIP. Because discounts reduce SDC
revenues, they increase the amounts that must come from other sources, such as user fees or general
fund contributions, in order to acquire the facilities identified in the Updated Master Plan

Policy to Adjust SDCs for Inflation

The City has a policy of reviewing its SDCs on a periodic basis. Between the review dates, the city
annually applies a cost adjustment index to its SDC rates to reflect changes in costs for land and
construction. The specific cost index to be used, and how the index is to be applied is as follows:

(1)  Notwithstanding any other provision, the dollar amounts of the SDC set forth in the SDC methodology
report shall on January 1* of each year be adjusted to account for changes in the costs of acquiring
and constructing facilities. The adjustment factor shall be based on:

a. The change in construction costs according to the Engineering News Record (ENR) Northwest
(Seattle, Washington) Construction Cost Index (CCl).

b. The system development charges adjustment factor shall be used to adjust the system
development charges, unless they are otherwise adjusted by the city based on a change in the
costs of materials, labor, or real property; or adoption of an updated methodology.

SDC Methodology Conclusions and Recommendations

The 2012 water, wastewater, and stormwater SDC methodology update was done in accordance with DCC
Chapter 4, and with the benefit of adopted master plans and plan updates for the three municipal services.
Our analysis indicates the City can charge a maximum of $4,127 for water, $5,287 for wastewater, and
$1,075 for Stormwater. These figures are on a residential equivalent basis. The sum of these maximum
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fees amounts to $10,489 per ERU; $2,091 more than the sum of the current SDCs for water, wastewater,
and stormwater of $8,398.

A side by side comparison of the proposed and current schedule of water, wastewater and stormwater
SDCS is shown blow in figure 5.

Figure 5 - Proposed and Current Schedule of Water, Wastewater, and Stormwater SDCs

Proposed SDCs - $10,489 per ERU Current SDCs - $8,398 per ERU

As Figure 5 shows, there was a significant increase in the proposed wastewater SDC. When the wastewater
SDC was last updated in 1999, it was assumed that the City’s wastewater treatment plant was at effective
full capacity, and that new users of the system would bear a preponderance of the costs to add new
capacity. Since that time, the City has invested $14.5 million to upgrade facilities, and to enhance treatment
processes. A significant amount of the investments in the wastewater treatment plant were made to
provide future wastewater treatment capacity through 2030.

In 2008, the City invested almost $6 million to upgrade the water treatment plant capacity and provide for
more finished water storage. These investments have provided additional finished water delivery capacity.
The $6 million investments increased the reimbursement fee from the 2003 update of zero to the proposed
value of $1,154. The improvement fee is proposed to go from the current value of $3,752 to $2,973.

The proposed stormwater SDC is $1,075, an increase of $263 from the current stormwater SDC of $812.
This SDC should be updated in conjunction with the revised stormwater master plan that is currently
being scheduled by the City.
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Rate Study Conclusions and Recommendations

The City’s utilities are well funded and managed. Over the five year near-term forecast, our modeling
indicates water system revenue requirements will increase by 3.31% per year. This level of general
water rate increases will be sufficient to fund projected operations and maintenance cost increases, and
provide sufficient cash flows to pay increased debt service on anticipated future borrowings for water
system capital improvements.

With the benefit of input from City staff and the members of the URAC we recommend the following to
the City Council relative to modifications to the City’s water rate structure:

e Eliminate the current split season, declining block water rate structure
e Continue to have a monthly base fee that does not vary by meter size

e Replace the split season, declining block commodity rates with a uniform average commodity
rate that remains constant across the entire range of water consumption.

e Establish differentiated uniform commodity rates for residential and commercial customer
classes. These differentiated commodity rates are based on each class’s respective contribution
to peak day demand. The estimated commodity rates for FY14 are:

v" Residential - $1.7262 per Ccf
v' Commercial - $1.3387 per Ccf

Establish a policy on the development of industrial water rates that is flexible and will allow the
City to attract and retain an industrial customer base

In the case of the wastewater system, the City appears to be in good financial shape, and our modeling
indicates average annual increases in revenue requirements are projected to be 2.89% per year. The
City’s current wastewater rate structure conforms to industry norms, but needs some modifications for
rate equity and to better facilitate the City’s management of the types and strengths of discharges that
enter the wastewater system. The most significant recommended changes to the current schedule of
wastewater rates are:

e Move commercial and multifamily wastewater customers off of the “winter average” method of
estimating flows to the wastewater system; and replace it with actual monthly metered water
consumption for each respective commercial and multifamily customer.

e Modify the current single commercial customer class, and expand it to include low, medium,
and high strength sub classes.

e Create a new industrial extra strength customer class

Concerning the storm and surface water management system, currently, SWM work is funded from
wastewater rates and to a lesser extent from stormwater SDCs. We recommend the City start working
on a dedicated funding source for stormwater work through the creation of a stormwater utility. It is
likely that stormwater costs will continue to increase and will occupy a growing proportion of the
wastewater rate over time. However, without a current master plan on file to guide the program, the
creation of a stormwater utility at this time would be premature.

e Before any action is considered for the creation of a standalone stormwater utility, the City
should first commission a new stormwater master plan
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